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n English political economy there is a well-established tradition from 

Adam Smith to Maynard Keynes which regards war as inimical to econ- 
omic development.' Educated within that tradition, most historians prob- 
ably share a liberal bias that war must be bad for economic growth. But 
how can historians write something sensible and durable about a prob- 
lem so intractable and with so many ramifications as the ‘economic 
effects’ of major wars? Furthermore, the problem is compounded if the 
effects flowing from engagement in war are defined (as they often are 
and will be for purposes of this discussion) as embodying economic 
consequences imputable to peace treaties and political settlements that 
follow from global conflicts. Many historians ignore detailed investi- 
gations of outcomes entirely and concentrate upon more manageable 
investigations into the origins or process involved in waging war. Alterna- 
tively, they offer generalizations about the economic impact of war that 
seem extremely difficult to validate with reference to hard empirical evi- 
dence which might demonstrate a measured or conjectured difference 
that active participation in armed conflict with rival powers made to the 
long-term progress of a national economy. Nevertheless, there are three 
‘conceptual boxes’ that may be helpful when it comes to approaching 
the problem: counterfactuals, chronologies, and the vocabulary of cost- 
benefit analysis. 

Clearly, counterfactuals are implicit in the enquiry. What would have, 
or rather what ‘might have’, occurred without participation in war is a 
question that arises for every sector of any national economy we begin 
to consider. For this problem counterfactuals are, however, extremely 
difficult to deal with convincingly.” Yet counterfactual assumptions made 
implicitly (or preferably explicitly) by historians do predetermine their 
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views on what precisely is ‘imputable’ to war and what may have occurred 
with or without war. Obviously war may delay, accelerate, arrest, or totally 
transform economic progress. Occasionally (and this may be the case for 
‘smaller’ wars) their influence will turn out to be neither here nor there 
and may be dismissed as neutral for the pace and pattern of economic 
growth. 

Counterfactual modes of reasoning emerge most clearly in the econ- 
omists’ methods of dealing with the connections between war and econ- 
omic progress. Seemingly impatient with history, several distinguished 
economists have cut through detailed investigation and research by posit- 
ing prewar trends in, for example, the rate of growth of national income, 
industrial production, or consumption per head. Their methods assume 
(a) that in the absence of a war this trend would have persisted, (b) that 
deviations from trends are imputable to the malign effects of war, (c) 
that the observed difference between postulated trends and actual values 
represent the costs of war, and (d) that the influence of war ceases once 
a national economy is back on the prewar trend. 

For example, these assumptions permit Arthur Lewis to assert that the 
world ‘lost’ four and a half years’ industrial output and five years’ agricul- 
tural output from the First World War.* They lead Claudia Goldin and 
Frank Lewis to argue that as late as 1913 per capita consumption in the 
South was still seriously depressed by the long-term effects of the Amer- 
ican Civil War.* Similar procedures enabled Simon Kuznets to separate 
countries that did well out of the Second World War from those that 
fared badly.® 

Alas, this ostensibly attractive short cut which avoids empirical research 
is unlikely to commend itself to historians. They will not be convinced 
that long-term trends in production or consumption can be defined in 
any ‘scientific way’ or extrapolated forward on the basis of accessible 
information for runs of so-called ‘typical’ pre-war years. Furthermore, 
historians will not be inclined to accept the assumption that the influ- 
ence of war ‘ceases’ when an economy is back on some kind of normal 
growth path, which is anyway not definable. They will insist upon 
investigating the precise and enduring impact of war step by step, sector 
by sector, institution by institution. 

Of course, economists’ models and techniques are not without inter- 
est. Their macro statistical exercises draw attention to the facts that war 
usually reduces a country’s capacity for steady growth; that deprivation 
in terms of private consumption foregone rises to a maximum in wartime 
and then steadily diminishes as recovery and regeneration carries econ- 
omies forward again; and that wars are accompanied by shifts in the 
relative positions of national economies within the global economy at 
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large.® Nevertheless, historians will wish to comprehend the influences 
upon economic growth of financial, fiscal, and other policies pursued to 
wage war by moving directly to assess the malign and benign influences 
of military actions upon capital formation, manpower, and technical pro- 
gress country by country, sector by sector. 

As always, the choices of chronologies and time periods for investi- 
gation also predetermine the assessment (even the perception) of histori- 
cal outcomes. Some attempt at a clear separation must be made between 
the short- and the long-term effects of war. Short-term consequences and 
the capacities or efficiencies of economies to wage war are not, however, 
the concern of this essay. During hostilities and while its aftermath is 
being ‘cleaned up’, war clearly disrupts ‘normal’ economic activity. By 
no means everything that occurs during those ‘years of conflict and tran- 
sition’ (peace to war and back to normal again) has significant long-run 
economic effects upon the growth of a national economy. For example, 
the closure and reopening of the diamond market in Amsterdam during 
the Second World War had few ‘enduring’ consequences for the Dutch 
economy or indeed for that peculiar segment of the economy. In contrast 
to diamond-cutting and polishing, the mobilization and subsequent 
demobilization of the military forces of major powers exercised more 
than tangential and temporary effects on the productivity of European 
and American workforces. Although many historians are properly con- 
cerned to describe and to analyse what happened to economies over the 
war and immediate postwar years, the far more difficult and interesting 
question to pursue is the impact of war upon long-term structural 
change.’ 

For that question, cost-benefit analysis as developed by modern eco- 
nomics provides an illuminating set of concepts to utilize for purposes 
of analysis, but at the end the exercise may only tell us that even plausible 
conjectures seem impossible to validate. What the ‘costs’ of war were; 
how they are best defined and added up; what the economic benefits 
were and how they can be quantified are nevertheless the questions that 
interest economists and economic historians.® A large part of the econ- 
omic literature on the impact of wars describes and attempts to measure 
their ‘costs’. Unfortunately, the benefits (except the supposed benefit of 
not losing) are generally ignored, perhaps because in a liberal era schol- 
ars are reluctant to admit that participation in war can actually pay. 
Before that era, the positive connections between the spoils of war, polit- 
ical stability, and state-building were well understood by European 
statesmen and intellectuals.° The only benefit to inspire sustained histori- 
cal discussion is the connection between war and technological break- 


6 W.W. Rostow, The World Economy: History and Prospect (London, Macmillan, 1978); R. 
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throughs. Even here, there is not much that is or could be really settled. 
Spin-offs from military to civilian technology still appear limited in scope. 
When set against the redeployment of exceedingly scarce scientists and 
engineers and the huge sums allocated to military research and develop- 
ment, it must be difficult to make a positive case for war without invoking 
an implausible counterfactual that civilian demand was too weak or dif- 
fuse to have imported a comparable stimulus to technological change. 

Let us open the discussion, however, by considering the concepts and 
definitions behind those estimates of total costs found in many books deal- 
ing with the economic consequences of war.'® For the most part their 
authors operate with commonsensical and straightforward balance 
sheets. Obviously the costs listed in such accounts were incurred by those 
who actually paid the bills, for example, the costs to Italians contingent 
upon participation in the Great War, or the costs to the Spanish economy 
of the Peninsular War, 1807-13. Sums spent by governments on warfare 
are published in their budget accounts. Accessible fiscal statistics can be 
refined, moreover, so as to include only incremental or extra expenditures 
from participation in war. Here the easiest assumption to work with is 
to subtract prewar expenditures (growing at a certain rate) from actual 
war and immediate postwar expenditures. The figures can then be 
deflated to produce estimates in constant prices for a group of years 
before a war or ‘discounted’ from an investor’s perspective to produce 
totals expressed in terms of ‘present values’ (for example, for a run of 
postwar years).'’ Incidentally, the selection of an appropriate rate of 
interest, for purposes of discounting total expenditures on the conflict to 
present values, raises a whole range of interesting theoretical problems, 
particularly if the selected rate includes some ‘rational expectation’ of 
war.'? Totals of budgetary expenditures need to be converted to a com- 
mon currency (dollars or sterling) to render the figures comparable 
across countries, which raises equally awkward questions about appropri- 
ate rates of exchange. 

Two other direct costs are embodied in publications dealing with the 
total costs of war: human casualties and the value of productive assets 
destroyed and damaged by military action. Neither are, however, as sim- 
ple to define, let alone measure, as the military expenditures of states. 
For example, the published figures on army, navy, air force, and civilian 
casualties occasioned by war need to be refined in several ways. First, 
civilian deaths (which turned out to be huge during and immediately 
after both global wars of the twentieth century) must be reduced to take 
full account of epidemics, famines, and normal death rates among 
national populations. Furthermore, since the destruction or damage to 
large numbers of soldiers, sailors, and airmen also occurred at one or 


10 EL. Bogart, Direct and Indirect Costs of the Great War (New York, Carnegie Endowment 
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more removes from actual combat, figures of dead and wounded person- 
nel as issued by the armed forces also need to be adjusted for normal 
death and accident rates among relevant age groups. Finally, the gross 
totals need to be further reduced by some estimates of ‘birth deficits’ 
flowing from a diminished conception rate contingent upon the mobiliz- 
ation of young males and females into the armed forces. Birth deficits 
are clearly complex to calculate, and if family size was restored (as it was 
by the baby boom in some belligerent countries immediately after the 
Second World War) the allowance for this factor might well turn out to 
be small."* 

Eventually, assiduous research might produce rough national totals of 
the dead and wounded and also of the unborn men and women imputable 
to war. Then there certainly would be an interest in comparing these 
figures across countries and through time, war by war. Just how ‘bloody’ 
was the Great War? Is it true that on a per capita basis more British 
personnel died in order to contain Napoleon than to defeat Hitler?'* 
For the historian of economic growth the relevant (and perhaps crass) 
question to ask is what was the economic value of all those dead, 
wounded, and unborn people? To provide answers to that question will 
involve recourse to the economics of human capital formation and the 
making of several simplistic calculations. For example, the arithmetic 
leads to (a) converting wounded into dead people (counting two 
wounded equal to one dead soldier); (4) estimating the average years of 
working life potentially available at the time of death (e.g. a young man 
killed in the Somme at age 20 hypothetically lost 43 years of employ- 
ment — assuming full employment for the years after 1918); (c) assessing 
the skills lost through warfare; (d) multiplying human casualties by 
appropriate sets of national wage rates (and this implies that a dead 
American comes out as four to five times more ‘valuable’ than a dead 
Serb). If these calculations ever become feasible, historians would then 
be in a position to offer considered estimates of the economic value of 
‘lost generations’.'° 

Alas, to estimate how productive assets (machinery, social overhead 
capita, housing, transport, equipment, etc.) might have been affected by 
war seems just as complex as estimating the economic value of dead, 
wounded, and unborn workers. Leaving aside the almost insurmountable 
problem of finding usable statistical information, conceptually the his- 
torian is required to draw up a balance sheet of negative and positive 
influences operating to decrease or to raise the prewar value of capital 
stocks available to a nation.’® On the minus side should be listed the 
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values of property destroyed and damaged, and of enforced transfers of 
property to the enemy; reduced rates of repair and maintenance; losses 
related to lower rates of net civilian capital formation in wartime — alas, 
the last can only be calculated with reference to a posited trend rate of 
capital formation for the prewar period. On the positive side, the balance 
sheet should include gains from reparations, from the capture or seizure 
of enemy territory and other assets, from the demise of competition, 
and from the enhanced security of capital contingent upon victory. For 
example, victory in the Battle of Britain, 1940-1, made the world safer 
for British capital; that should ‘in theory’ have been reflected in the 
values of Britain’s capital stock from 1942 onwards. 

Clearly it will be almost impossible to draw up comprehensive balance 
sheets of gains and losses on ‘capital account’. Indeed, what precisely 
was the value of Malta acquired by Britain in the Treaty of Vienna in 
1816 prices?!’ By how much was the value of the productive wealth of 
the United States increased by the demise of Japanese and German com- 
petition in 1945?'* How far were the transaction costs of protecting capi- 
tal reduced from 1815 to 1914 by the pax Britannica which followed 
from Nelson’s victory in Trafalgar in 1805?!" What can be added up (with 
the aid of data included in reports from Reparations Commissions and 
other sources) is represented in the familiar estimates of the costs of 
damage and destruction to property — particularly to houses, transport 
equipment, and livestock. Historians also appreciate from studies of 
‘reconstruction’ (now available for some wars and particularly for Europe 
after 1945) that stocks of capital were usually restored to prewar levels 
fairly rapidly after the cessation of hostilities. Apparently that occurred 
even in the ‘prostrate’ Confederacy of the American South. Clearly, how- 
ever, they are some way from measuring total capital gains and losses 
imputable to war.?° 

In order to pursue the argument, let us consider some of the available, 
rough and ready, and incomplete figures now in print for the total costs 
of wars which include estimates for governmental expenditures on war 
together with some best ‘guesses’ of the net values of human and physical 
capital destroyed by military conflict. For example, there are published 
estimates which suggest that total global costs of the Great War came to 
somewhere between $300 and $400 billion, that Britain spent £600—700 
million to defeat Napoleon, and that the American Civil War cost some- 
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thing like $10 billion.?! Assuming the ‘guesstimates’ are not wildly inac- 
curate, however, what can be inferred from such numbers? How can they 
be interpreted? War can certainly be compared with war, by expressing 
total costs as multipliers of prewar national resources. For example, the 
Civil War cost 1.2 times the American gross national product for 1861; 
to defeat France Britain spent 4-5 times its national income for 1801; 
the First World War used up 5 times Europe’s national output for 1913.” 
Historians have yet to calculate the relative costs of global warfare from 
1939 to 1945, but that war was almost certainly ‘more expensive’ than 
its predecessors.?° Such costs could be expressed in dollars per head of 
population, country by country. The figures could then be compared 
with average incomes at the time, reviewed across countries to ascertain, 
for example, whether the British or the French made ‘greater sacrifices’ 
to defeat the Germans, and juxtaposed to see whether Hitler turned out 
to be a more expensive menace to restrain than Napoleon.** 

These laudable attempts to cite numbers purporting to represent the 
costs of war originated in attempts to provide data concerned to make 
the case for reparations or for a greater say in postwar settlements. But 
for purposes of connecting the participation in and the outcomes of wars 
to long-term economic progress, the figures remain conceptually flawed 
as well as statistically problematical. Even if improved estimates of total 
costs could be made as presently constructed, they are not comprehen- 
sive. They do not, for example, include the opportunity costs of the man- 
power and investible funds used to wage war, or the potential benefits for 
long-term growth that flowed from the allocation of a greatly enhanced 
proportion of labour and capital for military as distinct from civilian pro- 
duction during wartime. 

In terms of ‘opportunity costs’ manpower seems the easiest factor of 
production to consider. Statistics are usually available of the numbers 
recruited into the army and navy. These numbers (less mercenaries and 
other foreigners) are normally expressed as proportions of the total 
workforce; e.g. in 1810-11 the British mobilized some 4% to 6% of its 
male workforce.”° In 1917 that proportion became much larger — 30% 
at least.?° Such ratios are revealing but insufficient. What historians wish 
to establish as another ‘cost of war’ is the net loss of output flowing from 
the reallocation of workers into the armed services. That depended upon 
how easily normal peacetime output was made up: by recruitment from 
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the ranks of the unemployed and from among those normally classified 
as outside the labour force (particularly women); by lengthening the 
work year; by skill dilution; and by increased mobility of labour. Such 
substitutions for men at the front tended to occur only in circumstances 
of war, but they alleviated and compensated for potential manpower 
bottlenecks in production.?’ National economies rarely entered wars in 
states of full employment. War not only operated to take up the slack, 
it increased participation rates, particularly amongst women, and incul- 
cated skills and attitudes which in several ways enhanced the production 
capacities of the postwar workforces.”® Some scholars have also argued 
that spells in the armed forces had a similar influence on the efficiency 
of those recruited into the armed forces. Balances are difficult to strike, 
but it is not clear that recruitment into the services during wars fought 
from 1793 to 1945 seriously depleted the supplies of productive labour 
available to national economies either in the short and still less in the 
long run. For some cases and countries the effect of war on labour, con- 
sidered here as a factor of production, could (after proper specification 
of counterfactuals) turn out to be positive.” 

Turning to capital, the relevant question is: what are the effects of war 
on the rate at which societies accumulate stocks of assets for long-term 
civilian production? As pointed out above, the effects of damage, destruc- 
tion, enforced transfers, and changes in the security of property (both 
malign and benign) still seem unmeasurable. It is also clear that urgent 
military demands stimulated the formation of productive capacity, some 
of which is useful only for the specific purposes of a particular combat 
and becomes ‘surplus’, with limited scrap value, at the termination of 
hostilities. Yet historians do not know how much capital (created for 
military purposes) was reallocated to civil production at the end of wars, 
or continued to be used by the armed services for the protection of a 
nation’s assets. Not all military expenditure can be represented as 
‘unproductive’ for long-run growth.*° 

Thus any assessment of connections between investment and warfare 
turns largely on the contested issue of what happened to net civilian 
capital formation during and after major wars. How far was private invest- 
ment constrained by the enlarged demands of states for financial 
resources required to fund increased military expenditures? In some 
theoretical models of the wartime fiscal process, borrowing by govern- 
ments ‘crowds out’ almost all potential for private capital formation. 
Loans to the state push up rates of interest and governments bid away 
supplies of investable funds from private investors. Private capital forma- 
tion slumps. By the end of hostilities the economy is left with a stock of 
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capital much depleted compared to the level it would counterfactually 
have attained with more normal levels of government borrowing.*! 

On investigation the effects of wars on private savings and investment 
during three global conflicts fought after the French Revolution cannot 
be easily interpreted in terms of this simple theoretical model. Damaging 
qualifications can be made to the crowding-out hypothesis at least in its 
more extreme forms because net capital formation clearly continued in 
several, but not all, sectors of wartime economies. Private savings which 
flowed as loans to the state, or continued to support gross domestic 
investment expenditure expressed as a share of gross national product, 
tended to rise, often by several percentage points. Private investment 
bears no clear inverse relationship to variance in government borrowing 
over the short run.** Theorists have, of course, protected their models 
with counterfactuals which postulate that (in the absence of war) the 
share of gross investment to gross national income would have risen any- 
way. In this hypothetical case, what is being ‘crowded out’ is a potential 
rise in net investment rates. But this seems difficult to substantiate, and 
the rise in savings ratios seems too large to be explained away by some 
‘latent investment’ potential creamed off to finance war. Furthermore, 
after wars the familiar mini-booms and the rather rapid recovery of pro- 
duction (particularly in the manufacturing industry) does not suggest 
that stocks of productive capital had been ‘severely’ depleted by the real- 
location of investible funds into military expenditures. 

Instead of “crowding out’ there may be a paradox to explain — how 
did it come about that loans to the state and private investment could 
be maintained at surprisingly high rates both in wartime and over the 
immediate postwar years? Of course, such a complex problem needs to 
be analysed country by country, but historians now expect to find the 
elements of an explanation in two general and more or less validated 
observations. First and foremost, public expenditure on rearmament and 
war carried several economies to full employment. In several industries 
wartime demand led to more intensive and efficient use of resources and 
to the more rapid diffusion (not, however, to discovery) of advanced 
technology in order to cope with pressures on existing capacity. To some 
extent, funds borrowed to support the armed forces came from the extra 
output that had emerged as a response to intensified military demands. 
In this ‘Keynesian’ perspective, war to some degree pays for itself and 
the potentially adverse effects of crowding out are mitigated.*® Secondly, 
savings rates, at least in wartime, appear to have been unusually respon- 
sive to rather modest upswings in money interest rates, although prospects 
for longer term capital gains also helped — provided governments could 
maintain confidence in victory or a satisfactory peaceful setthement. For 
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several reasons, savings turned out to be elastic. Patriotism (or, as the 
economists might prefer, the clear need for the protection of private 
wealth) operated to raise propensities to save among the rich — propen- 
sities which were often strengthened by wartime taxes on luxuries and 
shortages of imports and other goods normally consumed by the affluent 
classes. Furthermore and in general terms, wartime taxation (despite the 
rhetoric of politicians) was either regressive or certainly non-progressive 
in its social incidence. Thus the accumulation of public debt in wartime 
operated to redistribute income from social groups with lower to those 
with higher propensities to save and invest, while wartime inflations 
(which result from failures by almost all states to raise anything but a 
small proportion of the money required to pay for wars by taxation) 
tended to be marked by the lag of wages behind prices, which had 
further regressive effects on income distribution and some positive 
influence upon investment. Finally, financial intermediation often 
improved in wartime. Banks and other institutions operating within a 
framework of an unconstrained expansion in the money supply attracted 
and channelled savings more efficiently into the coffers of governments 
without rationing credit to businesses. Institutional innovation managed 
to tap some latent potential for savings.** 

In time of war a state’s overall economic strategy is simple to represent. 
Governments endeavour to maximize the growth of national income and 
to acquire the largest possible share for military purposes, consistent with 
that objective. Statesmen and their advisers implement tax and monetary 
policies designed to squeeze consumption and to maintain investment 
upon which future loans and tax revenues depend.*° Expressed as a share 
of gross national expenditure, consumption is often severely depressed 
and remains so for several years after the war while politicians endeavour 
to reconstruct economies and clean up the ‘mess’ left by wartime 
inflation and the accumulation of government debt. Investment is usually 
less constrained than consumption. 

Economic outcomes flowing over time from participation in wars 
between states cannot be meaningfully analysed, however, in terms of the 
impact on labour, capital formation, and technological progress within 
particular belligerent countries. Between 1789 and 1939 national econ- 
omies were no longer autonomous entities. Increasingly they operated 
in an international economy, becoming steadily more integrated through 
flows of trade, capital, labour, and technology across frontiers. These 
interconnections could be more or less important (and their relative 
significance for countries can be estimated in the form of ratios of 
foreign trade to total outputs). 

Major wars interrupted and dislocated international commerce in fam- 
iliar ways. Navies and armies blockaded, attacked, and effectively 
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constrained foreign trade. Armed conflict promoted autarky and the sub- 
stitution of domestic production for imports. Except on a limited scale 
and largely for military purposes, flows of capital and labour across fron- 
tiers dried up in wartime. Finally, the fiscal and financial processes 
deployed by governments to fund their engagements in armed conflict 
damaged the international monetary system upon which global com- 
merce depends. After every international war, in circumstances of 
recrimination, heightened tendencies towards autarky, and radical 
changes in the structure of trade (often precipitated by conflict), an 
international economic order needed to be restored.*® For long-term 
development the reconstruction of that order can be represented as 
more urgent in 1945 than it was in 1648, and it was probably of the 
greatest historical importance in 1918.*7 

The difficulty resides in trying to analyse and where possible to quan- 
tify how preparations for war, actual hostilities, and subsequent peace 
settlements influenced an evolving system for international trade and 
payments. Exports are important simply because they procure imported 
goods and services more efficiently than domestic production and ther- 
eby provide particular countries with ‘gains’ from trade. Although the 
problem can be specified, and while analysis of the impact of war on 
international commerce can be conducted under usable headings, such 
as trade destruction and its opposite, trade creation (and more obviously 
through trade diversion), the long-run influences of war on the global 
economy are again not really quantifiable, and are not amenable to 
analysis using the kind of illuminating counterfactual speculation con- 
ducted for say, connections between war and capital formation by a sin- 
gle economy. 

Nevertheless, once the historian defines and measures ‘normal’ peace- 
time levels of trade, the immediate impact of war upon exports, import 
substitution, and movements of capital and labour can be perceived and 
even measured — although the definition of ‘normal’ patterns of inter- 
national commerce becomes more and more difficult to specify for the 
period after 1913. With some confidence we can probably say that the 
conflicts associated with the French Revolution delayed for several dec- 
ades the promising evolution towards free trade that had emerged in the 
1780s. And the global wars of the twentieth century actively promoted 
traditional but dormant tendencies towards protectionism.** That push 
away from a liberal international economic order (which had encour- 
aged trade and specialization) certainly depressed global trade. From 
1873 to 1913 world trade grew at 3% to 4% a year, from 1948 to 1971 
at around 7%, but for nearly four decades after 1913 the real value of 
world trade remained roughly constant.*® Political interference and mili- 
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tary disruption of transnational flows of commodities, capital, and labour 
obviously led to a ‘substantial’ reduction of potential but unrealized gains 
from trade. For given national economies these ‘unrealized gains’ were 
proportional to the ratio of trade to output and the elasticity of substi- 
tution between traded and domestic output. Again, while theoretical con- 
nections are easily restated, hypothetical losses from the slowdown in 
world trade are hardly measurable. Most historians writing about war and 
the stagnation of the international economy from 1913 to 1948 can do 
little more than mention major outcomes, and observe that the outcome 
after 1948 was far less serious than if it had been between the wars.*° 

Most wars fought since the French Revolution seem to have been 
accompanied by shifts in the net barter terms of trade in favour of pri- 
mary production. When war interrupted and rendered more costly the 
transshipment of commodities, the prices of raw materials purchased for 
industrial, civilian, and government consumption rose more rapidly than 
prices of manufactured goods. After wars, vested agrarian interests suc- 
cessfully resisted the rundown of agricultures and retarded the process 
of allocating resources along lines of comparative advantage. That parti- 
cular obstacle towards the evolution of a competitive global economy 
(born in the circumstances of war and persisting for decades thereafter) 
seems to have been particularly damaging to the development of the 
Third World economies whose exports of primary produce emanated 
from low-cost and often underemployed labour, not easily reallocated to 
alternative lines of production.*! 

Tendencies towards less efficient allocations of resources were also 
induced by the break up of multilateral empires (Romanov and 
Habsburg), by the redrawing of frontiers, by policies designed to pro- 
mote greater degrees of autarky in the interest of national autonomy, 
and above all by the breakdown of an evolving but relatively efficient set 
of arrangements for the settlement of international payments which had 
underpinned foreign commerce before 1914. Protectionism certainly 
predated the global and other wars that have occurred since 1789. Never- 
theless, from 1789 to 1846 and again from 1913 to 1945, wars (and the 
longer-term insecurities which they engendered) probably pushed polit- 
ical impediments to trade (tariffs and quotas) well above any counterfac- 
tual levels that might be predicted for the raising of peacetime revenues 
from customs duties, for the protection of infant industrialization, or for 
the ‘orderly’ rundown of agricultural sectors in the course of econ- 
omic transformation.” 

Furthermore, disruption to the international payments system which 
occurred for long spans of time (1797-1821, and again from 1913 to the 
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restoration of convertibility to several years after the Second World War) 
flowed directly from the inflationary methods used by governments to 
fund military expenditures in wartime.** Again, mechanisms are well ana- 
lysed in the literature. Before 1914 national price levels had been kept 
in line, and balance-of-payments adjustment problems contained, by rela- 
tively untrammelled flows of commodities across frontiers, by fixed rates 
of exchange, and by a liberal extension of loans and credit by the hegem- 
onic economic power — Britain. In wartime, governments failed to 
maintain convertibility or to fund anything but a small share of the 
abrupt rise in military expenditures with taxes. They resorted almost 
everywhere (in varying degrees) to inflationary finance. Money supplies 
and national price levels increased rapidly but at very different rates. 
After both twentieth-century wars the problem of restoring convertibility 
was rendered difficult by the powers of trade unions and popular resist- 
ance to deflation.*® That appears as one of the major contrasts with the 
1820s, when political constraints on the clean-up of the financial mess 
left by the Revolutionary and Napoleonic wars look less constraining.*® 

Finally, the accelerated decline of the British, French, and German 
economies and the abrupt increases in the economic power of the 
United States during both twentieth-century wars (and, similarly, the 
sharp rise in the economic power of Britain from 1793 to 1819) exacer- 
bated the problems of reconstructing a viable and effective international 
monetary and trading system. War slowed the diffusion of advanced tech- 
nology to compete with America, and constrained the gradual and 
orderly adaptation to the status of that huge and growing industrial 
power in international commerce. It cannot be pretended that American 
economic policy from 1919 to 1939 was particularly helpful.*’ Fortu- 
nately, from 1948 to 1971 successive administrations in Washington seem 
to have been eminently more successful in providing the international 
community of nations with the dollars and the exercise of hegemonic 
power required to produce a sustained boom in world trade.* 

To conclude: global wars from 1789 to 1939 represent major disconti- 
nuities in history that have exercised profound influences on the polit- 
ical, social, and economic development of nations. The origins and 
causes of these great conflicts seem less difficult to analyse than their 
effects. Their longer-term economic outcomes for national economies 
and the world economy as a whole are particularly problematical both 
to conceptualize and to measure. Classical political economy is marked 
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by a laudable bias against armed conflict, and liberal economists are 
prone to exaggerate the malign effects of war on manpower and capital 
formation. War also clearly disrupted and dislocated international econ- 
omic relations and pushed national economies away from specialization. 
Since none of the macro elements of the connections between wars and 
long-term economic growth has or could be properly measured, I am 
inclined to speculate that losses from unrealized but potential gains from 
trade may be the most serious economic consequence of global wars in 
the twentieth century. That same effect may also have been the most 
serious and adverse consequence of the Revolutionary and Napoleonic 
Wars from 1793 to 1819. 
Institute of Historical Research 
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